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Report to Joel W. Solomkon, Administrator, General ServicesAdministration- by D. L. Scantlebury, Director, Financial andGeaeral Management Studies Div,

Issue Area: Accounting and Financial Reporting (2800).Contact: Financial and General Management Stlidies Div.Budget Function: Miscellaneous: Financial Management and
Information Systems (1002).

A review of the General Services Administration'u
(GSA's) system of accounting for accounts receivable from thepublic showed that the system was, for the most part, operatedeffectively and in accordance with the accounting systemapproved by the Comptroller General in 1965. However, theaccountiqg for and reporting of these receivables needimprovement. Findings/Conclusions: One GSA Lf-id was overstatedby $69.9 million, and two others were understated by $4.1
million. About $9.3 million of long-term installments receivablewas improperly classified as current assets. Delinquent accountswere not promptly identified for followup action. This materialinaccuracy in recording and reporting receivables indicates aDeed for improvement in the system of internal controls. GSA'sexclusion of delinquent accounts 30 to 60 days old from itsaging schedule precludes the prompt identification andsubsequent collection of delinquent accounts. Inclusion of thesedelinquent accounts on the aging schedule would contribute toprompt collection action. Recommendations: Tue Office ofFinance should improve GSA's internal control system byproviding: effective supervisory revieb u£ Significant adjustingentries to assure that they are valid and properly documented,documentary evidence linking individual transactions andadjustments to their summation in the ledger accounts, andclassification of receiva.bles which are not due within a year orless as noncurrent assets in the statement of financialcondition. To assist in the prompt identification and followupof delinquent accounts, the Office of Finance should list all ofGSA's accounts receivable over 30 days old on the monthly agingschedule and initiate prompt anr adequate collection action.(Authe r/DJM)



J ''4XW UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 2a054
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('
The Honorable Joel W. Solomon
Administrator of General Services

Dear Mr. Solomon:

We have rteiewed the Goneral Services Administration's(GSA's) syste,, of accounting for accounts receivable from thepublic, including related billing and collection procedures.This work was part of a multiagency review whose results weplan to issue to the Ccngress.

Our review showed that the bil£.no and collection sys-
tem for accounts receivable from the public was, for the mostpart, operated effectively and in accordance with the ac-counting system approved by the Compt.oller General in June1965. However, the accounting for and reporting of thesereceivables needs improvement. Specifically we ;.ound that:

-- One GSA fund was overstated by $69.6 million, andtwo others were understated by $4.1 million. Theseerrors resulted in a $65.5 million overstatement
of accounts receivable as reported to Treasury anda corresponding overstatement of liabilities in thesame amount.

--About $9.3 million of long-term installments receiv-able was improperly classified as current assets.

--Delinguent accounts were not promptly identified
for followup action.

This report describes the need for (1) more accuraterecording and reporting of accounts receivable and (2) betteridentification and followup of delinquent accounts. Offi-cials of GSA's Office of Finance agreed with our findings andsaid that procedures and controls would be revised to improvethe recording and reporting of accounts receivable.
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SCOPE OF REVIEW

We reviewed GSA's accounting for and reporting of ac-
counts rec.ivable from the public and installments receivable

from the public. Our review was made at GSA Eeadquarters and

region 3 in Washington, D.C.

As of September 30, 1976, GSA reported receivables of

about $108 million to the Secretary of the Treasury, of w:i.ch

$96.2 million, or 89 percent, was reported by GSA Headquarters

and region 3. Since 'he general funds of these activities in-

cluded $93.2 million of the $96.2 million, we limited our ef-

forts to these funds. Our review included $9.9 million in
installments receivable from the public and $83.3 million in

accounts receivable from the public.

We tested the accuracy of the $93.2 million in reported
receivables by examining (1) the data supporting account

balances, (2) the reconciliation of control accounts with
subsidiary accounts, and (3) the accounting procedures used

by GSA. We did not obtain written confirmations of the ac-

counts receivable balances from the GSA customers, but we
were able to satisfy ourselves that the receivables were

valid by tracing receivables to the payments subsequently
received. We also reviewed the practices and procedures
used by GSA to collect delinquent accounts receivable from
the public and to write off uncollectible accounts.

ACCOUNTS RECEIVABLE NOT ACCURATELY REPORTED

The balance of accounts receivable reported to the

Treasury Department was inaccurate due to accounting and

reporting ercors. The $83.3 million in accounts receivable

from the public, which was included in our review, was over-

stated by $65.5 million. The $65.5 million overstatement was

the net result of a $69.6 million overstatement in one CS.'

fund and an estimated $4.1 million understatement in other
funds. We could not identify the exact amount of the errors

because of deficiencies in the documentation linking individ-

ual transactions to their summation in the accounts.

One of the basic requirements in the establishment

and maintenance of effective financial control is that all
accounts, including receivables, be properly segregated and

accurately recorded. Accurate accounting is necessary to

control Government assets and to present fairly the financial
position of the Government.
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Accounts receivable overstated

GSA accounts receivable were overstated by $69.6 million
because chargee for deliveries of corppr to the Bureau of the
Mint were erroneously established as accounts receivable.

The Bureau of the Mint paid in advance for the purchase
of copper from GSA. As shipments were made by GSA, the ad-
vance account 'should have been decreased. The advance pay-
ment was properly recorded when it was received. However,
beginning in 1975 the charges for the deliveries of copper
to the Mint were erroneously accumulated in another account.
This amount was incorrectly reported as accounts receivable,
instead of being applied as a reduction to the advance ac-
count.

GSA accounting personnel did not make the necessary en-
tries to reduce the advance account as deliveries were made
to the Mint. Also, no one was reviewing the entries and ad-
justments made by the billing clerks.

Accounts receivable understated

Accounts receivable were understated by $4.1 million
because GSA recorded both assets and liabilities in the same
account.

Generally accepted accounting principles require assets
and liabilities to be recorded in separate accounts. However,
GSA recorded customer advances, bid deposits, and other lia-
bilities with accounts receivable in one subaccount. The
&asets and liabilities were then netted to obtain the account
balance. Because the liabilities exceeded the receivables in
this subaccount at September 30, 1976, the account balance was
reported as a payable. As a result, an estimated $4.1 million
in receivables was not included in the reported accounts re-
ceivable from the public, and GSA's reported accounts payable
were also understated by $4.1 million. GSA agreed to remove
the liabilities from this subaccount and record them sepa-
rately.

In a related accounting entry GSA accounting personnel
made an upward adjustment of $3.4 million in the same subac-
count to eliminate negative amounts which they believed were
errors. However, GSA did not first determine the reasons for
these negative amounts, and did not prepare supporting docu-
mentation for the entry. Without supporting documentation,
we could not determine whether the adjustment was proper cr
whether it caused an overstatement of accounts receivable.
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GSA plans to determine the reasons for these negative balances
and make any necessary adjustments.

INSTALLMENTS RECEIVABLE WERE
IMPROPERLY CLASSIFIED

CSA's current a:sets were overstated by $9.3 million
because long-term ia:lcallments receivable were improperly
classified as current receivables in the report to Treasury.

The overstatement resulted from the way GSA accounted
for money provided to the District of Columbia for hospital
construction which was to be repaid in 33 annua- installments.
The unpaid installments of $9,858.244 at September 30, 1976,
were improperly included in the total current receivables and
reported as a current asset.

To fairly present the financial position of any entity,
financial statements must accurately classify assets, in-
cludinn receivables, as current and noncurrent. Asset,
which are normally transformed into cash within a period
of a year or less are generally classified a. currei.t, while
those which require a longer period are classified as non-
current.

'orrect financial reporting would have called for
including as a current asset only the amount of $546,764
payable during the next year, and to report the balance of
$9,311.480 as a long-term receivable.

CONCLUSIONS

The naterldl inaccuracy of GSA's reported receivables
precluded a fair presentation of its financial position.
Further, this inaccuracy in recording and reporting receiv-
ables indicates a need for improvement in the system of inter-
nal controls. In the future, adjustments to account balances
should not be processed without proper supporting documenta-
tion and authorization.

RECOMMENDATIONS

To insure more accurate recording and reporting of re-
ceivables, we recommend that you direct that the Office of
Finance improve GSA's internal control system by providing

--effective supervisory review of significant ad-
justing entries to assure that they are valid
and properly documented,
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-- documentary evidence which links individual transac-
tions and adjustments to their summation in the ledger
accounts, and

--classification of receivables which are not due within
a year or less as noncurrent assets in the statement
of financial condition.

COLLECTION ACTIONS WERE NOT TIMELY

Our review of GSA's collection practices and procedures
showed that improved followup procedures were needed for de-
linquent accounts.

GSA collection procedures require the first f9llowup
collection action~on receivables from the public to be made
30 deys after the invoice date,. However, these procedures do
not require receivables to be placed on the monthly aging
schedule until they are at least 60 days old. At June 30,
1976, there were 165 delinquent bills totaling $1,652,111.
Our review of collection efforts on 77 of these delinquent
bills totaling $683,863 showed that the average time until
initiation of the first collection letter was 55 days. This
was 25 days over GSA requirements.

We primarily attributed this need for improved followup
action to the delay in placing accounts on the monthly aging
schedule. The aging schedule usually lists each account ac-
cording to the period it has been outstanding and is a basic
tool for identifying delinquent and uncollectible accounts.
Thus, aging schedules are a valuable tool for use by manage-
ment to assure that prompt and adequate collection action is
taken.

Although GSA did not have a significant problem with
uncollectible accounts, the prompt collection of accounts
receivable is a basic tenet of good business practice for any
enterprise. It increases an entity's cash flow, which in
turn reduces interest charges incurred from borrowing to
finance operations.

CONCLUSIONS

GSA's exclusion of delinquent accounts 30 to 60 days old
from its aging schedule precludes the prompt identification
and subsequent collection of delinquent acccunts. We believe
the inclusion of these delinquent accounts on the aging sched-
ule would contribute to prompt collection action.
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RECOMMENDATION

To assist in the prompt identification and followup

of delinquent accounts, we recommend that you require the

Office of Finance to list all of GSA's accounts receivable
over 30 days old on the monthly aging schedule and initiate
prompt and adequate collection action.

As you know, section 236 of the Legislative Reorganiza-
tion Act of 1970 requires the head of a Federal agency to sub-

mit a written statement on actions taken on our recommenda-
tions to the House Committee on Government Operations and the

Senate Committee on Governmental Affairs not later than 60
days after the date of the report and to the Bouse and Senate

Committees on Appropriations with the agency's first request

for appropriations made more than 60 days after the date of

the report. We would appreciate receiving copies of these
statements.

We are sending copies of this report to the Chairmen,

House Committees on Government Operations and Appropriations

and Senate Committee on Governmental Affairs. Becduse of
their expressed interest we are also sending copies to Senator

Robert Packwood and Congressman Newton I. Steers. Copies are

also being sent to the Director, Office of Management and Bud-

get, and the Serretary of the Treasury.

We appreciate the courtesies and cooperation shown to us

by your representatives during this review.

Sincerely yours,

D. L. Scantlebury
Director
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